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Carrier Branch October 30, 2003

Resolution T-16762. Cal-Ore Telephone Co. (U-1006-C). General Rate
Case Filing in compliance with G.O. 96-A, Paragraph VI, and Decision
Numbers 01-02-018 and 01-05-031.

By Advice Letter No. 274, 274A and 274B filed on December 19, 2002,
April 7,2003 and July 8, 2003, respectively.

Summary

This resolution addresses the General Rate Case (GRC) filed by Cal-Ore Telephone Co.
(Cal-Ore) through Advice Letters (AL) 274, 274A and 274B in compliance with D.01-05-
031. Cal-Ore proposes a) no changes to its basic rates or charges, however the company
proposes to increase some one-time charges to bring its prices more in line with that of
the telephone industry, b) an intrastate ROR of 10.00%, the same rate of return granted
in its previous GRC filing in 1997, and c¢) $2,309,001 in California High Cost Fund-A
(CHCF-A) support for year 2004. This represents an increase in its CHCF-A draw for
2004 by 185.04% or an increase of $1,498,929 from its 2003 draw of $810,072.

This resolution authorizes total intrastate revenue in the amount of $3,863,388 for Cal-
Ore for the test year 2004. This represents a reduction of $647,518 to Cal-Ore’s estimate
of $4,510,906 for total intrastate revenue for 2004. The Total Intrastate Rate Base
amount for Cal-Ore is $6,429,915 with an overall Intrastate Rate of Return of 10.00% for
the test year 2004. Also authorized by this resolution is the CHCF-A support for Cal-
Ore for test year 2004 of $1,620,332. This represents an increase in its CHCF-A draw for
2004 by 100.02% or an increase of $810,260 from its 2003 draw of $810,072. This increase
is due to adjustments made to revenue, expense and rate base estimates.

Appendix A shows Cal-Ore’s Test Year 2004 Total Company Results of Operations in
AL 274, AL 274A and AL 274B. Appendix B compares the Telecommunications
Division’s (TD’s) and Cal-Ore’s (AL 274B) Test Year 2004 Total Company Results of
Operations before any CHCF-A adjustment. Appendix C compares TD’s and Cal-Ore’s
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(AL 274B) Interstate and Intrastate Results of Operations before any CHCF-A
adjustment to reflect the 10.00% intrastate rate of return. Appendix D compares TD’s
and Cal-Ore’s (AL 274B) Intrastate Results of Operations estimates after Cal-Ore’s and
TD’s proposed CHCF-A increase. Appendix E shows TD’s calculation of the Net-to-
Gross Multiplier and the change in the gross intrastate revenue requirement based on
an adopted intrastate rate of return of 10.00%.

Background

The Cal-Ore Telephone Co. (Cal-Ore) is a local exchange carrier (LEC) that serves
approximately 2700 customers in unincorporated portions of Siskiyou and Modoc
Counties and the cities of Dorris and Tulelake providing local, toll, and access telephone
services.

In D.01-05-031, the California Public Utilities Commission (CPUC) set in motion the
waterfalll provision in 2003 for seven small LECs if they did not each file a General Rate
Case (GRC) by the end of 2002.2 Cal-Ore filed AL 274 on December 19, 2002, with a Test
Year of 2004. The last GRC filed by Cal-Ore was in 1995 through Application 95-12-073
and its latest intrastate results of operations were authorized by Decision 97-04-036
dated April 9, 1997.3

In AL 274 and AL 274A, Cal-Ore proposes a) no changes to its basic exchange rates or
charges, however Cal-Ore proposes increases to some one-time charges b) an intrastate
ROR of 10.00%, the same rate of return granted in its previous GRC filing in 1997, and c)
an increase its CHCF-A draw by 179.78% or an additional $1,468,871 for year 2004.

OnJuly 8, 2003, Cal-Ore filed AL 274B to include Public Programs Audit expense in this
rate case and to include Rural Telephone Bank (RTB) stock to the rate base. Cal-Ore
also proposes an increase in its CHCF-A draw for 2004 by 185.04% or an increase of
$1,498,929 from its 2003 draw of $810,072.

Notice/Protests

Cal-Ore states that a copy of the Advice Letter was mailed to competing and adjacent
utilities and/or other utilities. Notice of AL 274 was published in the Commission

! The waterfall provision refersto the 6-year phase down of the CHCF-A funding level beginning in 1998, the year
after the completion of a GRC. The funding levels are 100% of the for the first 3 years, i.e., 1998, 1999 and 2000;
80 % the fourth year, i.e., 2001, 50% the fifth year, i.e., 2002; and 0% thereafter.

2 The seven companies are Calaveras Telephone Company, Cal-Ore Telephone Company, Ducor Telephone
Company, Foresthill Telephone Company, Hornitos Telephone Company, Kerman Telephone Company, and
Pinnacles Telephone Company.

% In Decision 97-04-036, Cal-Ore Telephone Company was ordered to reduce its intrastate rates by approximately
3.00% or $77,581 in its 1997 test year, effective January 1, 1997. A 10.00% return on rate base found reasonable
for Cal-Ore produces a 13.06% return on equity when applied to applicant’ stest year capital structure of 39.98%
debt and 60.02% equity.
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Daily Calendar of December 23, 2002. The AL filing was noticed to customers by bill
insert on December 18, 2002. Notice of the Supplemental AL 274A and AL 274B was
published in the Commission Daily Calendars of April 9, 2003 and July 18, 2003,
respectively. The AL 274A filing was noticed to customers by bill insert on May 3, 2003.
AL 274B was not noticed to customers because only minor revisions were made to the
filing. No protest to these AL filings has been received.

TD held a Public Meeting in Tulelake on May 14, 2003, at which time Cal-Ore was given
an opportunity to explain its filing to its customers. Cal-Ore’s customers were also
given the chance to ask questions of Cal-Ore and the TD staff, and to comment on Cal-
Ore’s rates and services. Cal-Ore’s customers were given notice of the Public Meeting
through bill insert. No customers attended the Public Meeting.

Discussion
Results of Operations

TD calculates that Cal-Ore will earn in test year 2004 a total company overall rate of
return of 4.21% at present rates as compared to Cal-Ore’s calculation of negative 0.10%.
TD’s estimates for Cal-Ore reflect its revisions to Cal-Ore’s estimates of revenues,
expenses, and rate base as discussed below. Appendix B compares Cal-Ore’s total
company results of operations for test year 2004, as estimated by TD and Cal-Ore at
present rates.

Total Operating Revenues

Cal-Ore’s estimate of total company operating revenues at $5,710,474 exceeds TD’s
estimate of $5,364,823 by $345,652 or 6.44% (Appendix B, Line 9). Differences between
TD’s and Cal-Ore’s estimates are described below.

Cal-Ore’s estimate of total company Local Revenue at $735,256 is $1,155 lower than
TD’s estimate at $736,411. In determining the test year total company Local Revenue,
Cal-Ore forecasted each local unit by utilizing historical growth information and
judgment. In the case of its residential access lines, the company utilized an average of
the last three annual growth rates for years 2000, 2001 and 2002 to forecast the 2004
access line counts. Based on the three-year average, Cal-Ore derived a growth rate of
negative 0.24%. The negative growth in 2001 was the result of the Bureau of
Reclamation shutting off eighty percent of the irrigation water that flows to
approximately twelve hundred farms in order to protect an endangered fish. The
economic downturn led to a one percent drop in residential access lines from 2000 to
2001. Based on the field inspection and discussions with the staffs of the Cities of Dorris
and Tulelake, TD does not foresee any significant growth in the 2004 test year.
However, the number of access lines will not continue to decrease since it was only due
to a one-time event. As indicated in the following year in 2002, the lines grew from
1809 in 2001 to 1811 in 2002. Therefore, instead of utilizing negative 0.24% factor to
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forecast the residential access lines, TD applied the 1811 access line counts in 2002 for
the 2004 test year.

TD concurs with Cal-Ore’s model for estimating Interstate Access Revenue as a function
of total company rate base and expense. The differences in the calculation of Interstate
Access Revenue for Test Year 2004 results from differing estimates of Total Company
Results of Operations between Cal-Ore and TD. TD’s estimate of 2004 Interstate Access
Revenue of $2,244,459 is $386,803 or 17.23% lower than Cal-Ore’s estimate.

Uncollectibles are based on bad debts associated with local revenue and intrastate
access revenues. TD concurs with Cal-Ore’s model for estimating local bad debt based
on a historical percentage of 2003 local revenue applied to the 2004 Local Revenue
forecast. The differences in local bad debt estimates are due to variations in TD and
Cal-Ore’s revenue estimates.

For intrastate access revenue bad debts, Cal-Ore explains that the, “Bad Debt on
Intrastate Access Revenue was historically part of the settlement process and as such
was absorbed by the settlement pools. Now that Cal-Ore is no longer in the settlement
pool bad debt on intrastate access is a greater risk. This was highlighted by the recent
bankruptcy [sic] of Worldcom and Global Crossing, which accounts for the large bad
debt in 2002”. Cal-Ore assumes that the intrastate access bad debt it incurred in 2002
due to the bankruptcy will remain flat through 2004 at $40,000.

TD does not agree with Cal-Ore’s estimation for test year 2004 intrastate access revenue
bad debts. The recent WorldCom and Global Crossing bankruptcies are a one-time
occurrence and Cal-Ore will not incur similar bad debt on an annual recurring basis.
TD therefore disallows $40,000 of bad debt associated with intrastate access revenue,
and estimates Uncollectibles for local bad debts to be $3,023 for the test year 2004.

In the event that Cal-Ore incurs similar access revenue bad debt as the result of
continued bankruptcy filings by interexchange carriers and does not receive remedy
from applicable court decisions, Cal-Ore is then encouraged to seek remedy from the
Commission for those lost revenue amounts. Cal-Ore may not seek remedy from the
Commission for those debts incurred due to bankruptcy filings until proceedings have
been finalized and monies dispersed, if any. This delay is required to avoid the
potential of Cal-Ore double recovering the bad debt it has incurred as the result of
bankruptcy filings.

Cal-Ore’s basic service rates are at the 150% level of comparable California urban rates?.
No changes are proposed to the basic service rates. However, Cal-Ore proposes to
increase certain of its one-time basic service charges to bring them in line with the
industry. The company proposes to increase its return check charge from $7.50 to $10.
The company also proposes to increase the disconnect charge from $12.50 to $25 for
those that come in within 15 days to restore service and charge full rates ($49.50) after

* D.91-09-042 establishes that draws from the CHCF-A require that a Small LEC’s basic rates shall be increased, the
increased rate is not to exceed 150% of comparable California urban rates.
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15 days. The new charges would result in an increase of $2,106 in Local Revenue. Since
the service charge increases would bring the charges more in line with the industry (e.qg.
SBC’s service restoral charge, a similar service to Cal-Ore’s disconnect charge, is $35),
TD finds the proposals to be reasonable.

Total Operating Expenses

Cal-Ore’s estimate of subtotal company operating expenses at $3,865,193 (less
depreciation and taxes — income and other) is greater than TD’s estimate of $2,810,962
by $1,054,231 or 37.50%. A comparison of TD’s and Cal-Ore’s estimates of total
operating expenses for test year 2004 is shown in Appendix B. Differences between
TD’s and Cal-Ore’s estimates are described below.

For operating expenses, Cal-Ore forecasted 2003 and 2004 expenses based on the
following methodology: First historical three year average (2000 to 2002) percentages
were developed for Labor (10.33%) and Non-Labor (26.59%) related expenses. Then the
three-year average percentages were applied first to the 2002 sub-account details to
generate 2003 forecast expenses. The Company applied these percentages to sub-
accounts for the Plant Specific, Plant Non-Specific, Customer Operations, and Corporate
Operations expense categories, based on details of each sub-account (i.e., Labor:
Salaries & Wages, Benefits; Non-Labor: Rents, Clearances, and Other). These same
percentages were then applied to the 2003 forecast expense estimates to generate the
2004 Test Year expenses estimates. Cal-Ore believes this methodology to be reasonable
for a small company.

TD, however, provides a more detailed methodology in forecasting the test year
expenses. First, TD reviewed each sub-account and made ratemaking adjustments
where appropriate to each of the historical expense accounts. TD then examined
several forecasting methodologies, such as utilizing regression analysis, the Constant
Dollar Methodology, as well as utilizing growth averages. TD determined the
following methodology to be the most reasonable method of forecasting for this
particular company, and it then:

» Separated the subtotal expense accounts by the four major accounts.

» Determined the annual percentage growth rate change for the recorded expenses
for each of the five years from 1997-2002.

» Calculated a five-year average growth rate for 1997-2002.

» Applied the five-year average growth rate to the three-year average of the most
recent recorded expenses (2000-2002) to forecast the 2004 test year expense.

Instead of separating the subtotal expense accounts only by labor and non-labor
expenses to derive growth factors, TD achieved a more detailed forecast by separating
the expenses by the four major accounts: Plant Specific, Plant Non-Specific, Customer
Operations, and Corporate Operations. TD chose a five-year average growth rate
because five years is a reasonable length of time to normalize large fluctuations outside
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of the ratemaking adjustments. Furthermore, five years of historical data were
available, and utilizing more data points to forecast from historical data produces a
more accurate forecast. TD then escalated the expense by taking the three-year average
of the most recent recorded expenses (from 2000-2002) as the base year. Taking the
average of three years for the base year, instead of just using a one-year data point, will
provide a more accurate base from which to forecast.

Cal-Ore also included $4,901 rate case expenses that it incurred in 2003 due to an audit
conducted by the Public Programs Branch. Since this audit does not occur annually,
this expense should be amortized over a three-year period. Three years are a
reasonable period since CHCF-A funding remains at 100% only for the first three years
after a GRC, at which time the funding is automatically reduced by 20%. Conceivably,
a Small LEC could file a GRC after every three years to retain 100% CHCF-A support.
Therefore, TD recommends that the rate case expense in the amount of $1,634 ($4,901
amortized over three years) should be included in the 2004 test year expense.

Based on forecasting the three-year average base year expense with a five-year average
growth rate for each of the four major accounts, and including the audit expense
amortized over three years, TD now recommends a 2004 test year intrastate expense of
$1,685,390, which is $628,841 or 37.3% lower than Cal-Ore’s current proposal of
$2,314,231.

To calculate depreciation expenses, both TD and Cal-Ore utilized the same
methodology and depreciation rates previously adopted by the Commission for Cal-
Ore in Decision 97-04-036. The difference in depreciation expense of $895 is due to
differences in estimates of plant-in-service. To estimate 2004 depreciation expense, TD
used its projected depreciable plant in service for 2004 and applied the depreciation
rates previously approved by the Commission for Cal-Ore in 1997.

Taxes

The differences in tax estimates are due to variations in TD’s and Cal-Ore’s revenue and
expense estimates. Both TD and Cal-Ore used a Corporate State Franchise Tax (CCFT)
rate of 8.84% and a Federal Income Tax rate of 34.00%. TD’s estimate of 2004 Intrastate
Operating Taxes (including other taxes) of $369,399 is 2.2% lower than that computed
by Cal-Ore.

Rate Base

TD examined Cal-Ore’s Rate Base components, which include Telephone Plant-in-
Service (TPIS), Telephone Plant-under-Construction (TPUC), Materials & Supplies, RTB
Stocks, Customer Deposits, Working Cash and Deferred Income Taxes. TD concurs
with Cal-Ore’s estimate of RTB Stocks and Customer Deposits. TD disagrees with Cal-
Ore’s estimates of Telephone Plant-in-Service, Telephone Plant-under-Construction,
Materials & Supplies, and Deferred Income Taxes.

6



Resolution T-16762 October 30, 2003
TD/HEY

Both Cal-Ore and TD used the simplified method described in the CPUC’s Standard
Practice U-16 to arrive at the working cash estimate. TD’s Working Cash test year 2004
estimate of $175,642 is 36.8% lower than that computed by Cal-Ore, due to TD’s lower
expense estimates.

Cal-Ore included $121,177 Rural Telephone Bank (RTB) stock when it borrowed funds
from the RTB. Though the loan was provided at a lower cost, a requirement was that
Cal-Ore must use a certain amount of the loan to purchase stock in the RTB. Cal-Ore
included the stock in the rate base to compensate for the required investment.
Furthermore, Part 65 of the Code of Federal Regulations includes RTB stock as a
component of rate base. Therefore, TD concurs with Cal-Ore to include the $121,177
RTB stock in its rate base estimate.

TD’s review of Cal-Ore’s plant-in-service showed a 2003 Tower & Radio East Dorris
construction project in the amount of $400,000 that was moved to 2004. However,
during the visit to the company, Cal-Ore indicated that it might not be necessary to
build a new tower, and that only additional microwave equipment in the amount of
$250,000 needed to be installed on the existing tower. Since the company is unsure
about building a new tower, Cal-Ore should not be allowed to include the cost of the
tower in the rate base for the 2004 test year. Therefore, TD recommends that only
$250,000 for the additional microwave equipment should be included in the 2004 test
year rate base.

Cal-Ore also indicated that a 2003 Buried Fiber Newell project estimated to cost
$500,000 in AL274 underestimated the preliminary projection cost. TD reviewed Cal-
Ore’s submission of additional data to support the new increased project cost. A
detailed unit pricing based on the actual completed contract showed that the actual cost
of the project to be in the amount of $848,286. Cal-Ore also provided a construction
schedule of the project, indicating that the project will begin in August 15, 2003 and be
completed by November 15, 2003. Therefore, TD recommends that the additional cost
of the project, in the amount of $348,286, be included in the rate base.

Cal-Ore estimated the TPUC by analyzing its historical relationship to TPIS. Based on a
six-year average of 1.55%, the percentage was then applied to forecasted TPIS to
develop 2003 and 2004 TPUC. However, it is TD’s policy to disallow any long-term
Plant-under-Construction in rate base because the utility, not ratepayers, should bear
the full burden of project construction costs until the project is operative (used and
useful concept). TD reviewed Cal-Ore’s submission of additional data that was
provided by the company. Cal-Ore’s TPUC figures are now disaggregated between
short-term, long-term and total. Based on the average of the percentage of short term
TPUC to total TPUC for the five most recent years, a short term TPUC percentage of
87.8% was derived. TD then applied the 87.8% to Cal-Ore’s projected total TPUC for
years 2003 and 2004 to derive the short term TPUC for the test year. Therefore, TD
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recommends a 2004 short-term TPUC of $200,321, which is $27,136 or 13.5% lower than
Cal-Ore’s proposal.

Cal-Ore estimated the Materials and Supplies (M&S) amount by taking the ratio of the
2002 average M&S to the 2002 average TPIS. The 2002 ratio of 0.40% was then applied
to the forecasted 2003 and 2004 TPIS to derive the 2004 M&S. TD however disagrees
with Cal-Ore’s methodology. Instead of using a single data point to derive the ratio, TD
took the five-year average (1998-2002) of M&S to TPIS. Since five years of historical
data were available, using more data points to forecast from historical data would
produce a more accurate forecast. TD then applied the five-year average ratio of 0.34%
to the forecasted TPIS to derive the 2004 M&S. Therefore, TD recommends that the
average M&S of $58,359 (derived by applying 0.34% to the forecasted 2004 TPIS) be
included in the rate base.

Cal-Ore estimated the Deferred Income Taxes (DIT) by taking the ratio of the 2002
average DIT to the 2002 average TPIS. A negative 1.66% ratio was then applied to the
forecasted 2003 and 2004 TPIS to derive the 2004 DIT. TD however, disagrees with Cal-
Ore’s methodology. Instead of using a single data point to derive the ratio, TD took the
five-year average (1998-2002) of DIT to TPIS. Since five years of historical data was
available, using more data points to forecast from historical data would produce a more
accurate forecast. TD then applied the five-year average ratio of negative 1.97% to the
forecasted TPIS to derive the 2004 DIT. Therefore, TD recommends that the average
DIT of $349,532 (derived by applying negative 1.97% to the forecasted 2004 TPIS) be
included in the rate base.

Separations

Cal-Ore provides both intrastate and interstate telecommunications services, subject to
the regulation of the CPUC and FCC, respectively. Because Cal-Ore’s property serves
both jurisdictions, the utility’s expenses, taxes, investments, and reserves are allocated
(separated) between interstate and intrastate services according to FCC rules. TD
reviewed Cal-Ore’s separation factors and finds them to be reasonable. Appendix C
compares Cal-Ore’s and TD staff’s total company, interstate and intrastate results of
operations for test year 2004 using these separation factors.

Cost of Capital
Cal-Ore requests an overall intrastate rate of return of 10.00%. This is the same rate of
return that was authorized under D.97-04-036 for its last general rate case filing for test

year 1997.

The Return on Equity for all rural ILECs should be the same since the systematic and
non-diversifiable risks faced by all rural ILECs are similar. As a matter of practice,
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Decision D.97-04-036 in A.95-12-073° adopted an 'overall’ rate of return of 10.00% for all
rural ILECs. The risks faced by rural ILECs appear similar today as in the recent past,
therefore TD recommends that the Commission should approve Cal-Ore’s request for
an overall rate of return of 10.00% at this time.

Net-to-Gross Multiplier

The net-to-gross multiplier indicates the unit change in gross revenues required to
produce a unit change in revenues. Appendix E shows TD’s computation of Cal-Ore’s
net-to-gross multiplier. The net-to-gross multiplier of 1.66207 means that a change of
$1,662 in gross revenue would be required to produce a change of $1,000 in net revenue.
For Cal-Ore, based on a recommended intrastate rate base of $6,429,915 and rate of
return of 10.00%, the recommended gross intrastate revenue requirement change
required is an increase of $803,289.

CHCF-A Support

D.01-02-018 approved Settlement Transition Agreements (STAs) between Pacific Bell
and the small Local Exchange Carriers (small LECs). Monies that Pacific Bell paid the
small LECs through toll and access pool settlements were replaced by authorized draws
from the CHCF-A. The CHCF-A itself was originally established by D.85-06-115 as a
means of subsidizing reasonable basic exchange rates for the customers of small LECs
that adopted Pacific’s statewide average toll, toll private line, and access charges
(settlement pools). D.01-02-018 required the small LECs’ replacement funding for the
STAs be subject to the same rules that apply to current draws from the CHCF-A,
namely, basic residential rates shall be increased to a ceiling equal to 1.5 times the urban
rate as necessary, and both the means test and the waterfall provisions should apply.

TD calculated Cal-Ore’s CHCF-A support for test year 2004 at present rates to be
$817,043. The CHCF-A 2004 support is derived from using Cal-Ore’s 2003 initial draw
of $810,072, adding the $807,288 NECA estimated USF Federal support for 2003, and
subtracting Cal-Ore’s projected 2004 USF Federal support of $800,3176.

However, if Cal-Ore is authorized to receive $817,043 in CHCF-A support, then based
on TD’s adjustments in revenues, expenses and rate base, Cal-Ore’s intrastate rate of
return would be 2.46%, which would be less than the 10.00% Commission target.
Therefore, for test year 2004, TD ‘s computation of Cal-Ore’s adopted CHCF-A
requirement is $1,620,332 based on its recommended revenues, expenses, rate base and
overall intrastate rate of return of 10.00%.

® In D.97-04-036 the Commission authorized Cal-Ore Telephone Company a 10.00% return on rate base for its 1997
test year as requested in A.95-12-073 (California-Oregon’s 1997 General Rate Case application).

® Federal USF support is based on the 2004 projected payments for the California Exchange carriers as filed by the
National Exchange Carriers Association, Inc. (NECA) on October 1, 2003 with the Federal Communications
Commission.
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Comments

In accordance with P.U. Code Section 311 (g), TD mailed a copy of the original draft
resolution on September 30, 2003 to Cal-Ore and other interested parties. Comments
received on a timely basis will be addressed in any final resolution.

Findings

1. Cal-Ore filed its GRC on December 19, 2002, with a Test Year of 2004 in compliance
with Decision 01-05-031.

2. Cal-Ore requests the following for test year 2004:

e Anincrease in its CHCF-A draw for 2004 by 182.60% or $1,491,958 for a total
2004 CHCF-A support of $2,309,001;

* An intrastate rate of return of 10.00%, the same return granted to it in its last
GRC filing in 1997,

* Anintrastate total operating revenue of $4,510,906; and

» Atotal intrastate rate base amount of $6,539,048.

3. The Telecommunications Division (TD) recommends the following for Cal-Ore for
test year 2004:

e Anincrease in its CHCF-A draw for 2004 by 98.32% or $803,289 for a total
2004 CHCF-A support of $1,620,332;

* An Intrastate Rate of Return of 10.00%;

e An intrastate total operating revenue of $3,863,388; and

» Atotal intrastate rate base amount of $6,429,915.

4. The differences in the revenue, expense, and rate base estimates between Cal-Ore
and TD result from both updates, revisions, and the use of different methodologies.

5. The Commission finds TD’s methodology in estimating revenues to be reasonable.
The Commission therefore adopts TD’s recommended intrastate revenues as shown
in Appendix D.

6. The Commission finds TD’s methodology in estimating expenses to be reasonable
and concurs with TD’s recommendation of amortizing audit expense of $4,901 over
three-year period. The Commission therefore adopts TD’s recommended intrastate
expenses as shown in Appendix D.

10
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7.

10.

11.

12.

The Commission finds TD’s methodology in estimating rate base to be reasonable.
The Commission therefore adopts TD’s recommended intrastate rate base as shown
in Appendix D.

The Commission accepts TD’s recommended overall intrastate rate of return of
10.00% for Cal-Ore for test year 2004.

The Commission finds Cal-Ore’s depreciation rates previously adopted by the
Commission, as part of its 1997 GRC to be acceptable for ratemaking purposes for
test year 2004.

The Commission finds Cal-Ore’s request for revenue increase of $2,106 due to
increases in one-time charges to bring its prices more in line with the industry to be
reasonable.

The Commission finds TD’s recommended $1,620,332 CHCF-A support for Cal-Ore
for 2004 to be acceptable. The $1,620,332 CHCF-A support is based on the
Commission’s adoption of TD’s recommended Intrastate Results of Operations for
Cal-Ore for test year 2004.

Commission approval is based only on the specifics of this Advice Letter.

THEREFORE, IT IS ORDERED that:

1.

The intrastate revenues, expenses, and rate base amounts for test year 2004
identified in Appendix D, column (E) are adopted for Cal-Ore Telephone Co.

The overall intrastate rate of return of 10.00% is adopted for Cal-Ore Telephone Co
for test year 2004.

The depreciation rates submitted by Cal-Ore Telephone Co. in support of its General
Rate Case Advice Letter No. 274 are adopted for ratemaking purposes for test year
2004.

Cal-Ore Telephone Co.’s CHCF-A draw for 2004 is $1,620,332.
Cal-Ore Telephone Co. is granted authority to revise tariff changes described in AL

Nos. 274, 274A and 274B. The revised tariff sheets submitted with AL No. 274 shall
be effective on January 1, 2004.

This Resolution is effective today.
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| hereby certify that this Resolution was adopted by the Public Utilities Commission at
its regular meeting on October 30, 2003. The following Commissioners approved it:

WILLIAM AHERN
Executive Director
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Operating Revenues:

1

©O© 0 N O o A WDN

Loca Rev.
Intrastate:
Access Rev.
Toll Rev.
Interstate USF
Interstate Access Rev.
Miscellaneous Rev.
CHCF- A
Less: Uncollectibles
Total

Operating Expenses:

10
11
12
13
14

15
16
17
18
19

20

Plant Specific

Plit. Non-Spec.(less Depr.)

Customer Operations

Corporate Operations
Subtotal

Depr. & Amort.

Other Taxes

State Income Taxes

Federa Income Taxes
Total

Net Operating |ncome

Rate Base:

21
22
23

2001 -TPIS
2003 - TPUC
1220 - Mat. and Sup.

23a RTB Stock

24
25
26
27
28

Working Cash

Less: Accum. Depr.
Less: Deferred Tax
Less: Customer Deposits
Total Rate Base

APPENDIX A
THE CAL-ORE TELEPHONE CO.
TOTAL COMPANY RESULTS OF OPERATIONS
AL FILINGS 274, 274A AND 274B
TEST YEAR 2004 AT PRESENT RATES

Cal-Ore
AL 274
19-Dec-02
@

760,344

512,221
0
899,636
2,384,022
204,605
717,724
(25,384)
5,454,068

1,214,764
465,663
431,042

1,272,375

3,383,844

1,948,273
50,762
(12,846)
(45,042)
5,324,991

129,077

23,398,707
437,556
78,242

0

380,849
14,996,427
162,496
730
9,135,701

Difference

(b)=(c)-(a

13

(25,0889)

(8,433)
0
(99,319)
231,878
61,219
99,319
(17,631)
241,945

67,385
1,525
210,924
196,614
476,448

(5,991)
5,592
(19,703)
(69,079)
387,267

(145,322)

420,748
(67,165)
18,017

0

17,491
(570,044)
232,421
470
726,244

Cal-Ore
AL 274A
7-Apr-03

(©

735,256

503,787
0
800,317
2,616,800
265,824
817,043
(43,015)
5,696,012

1,282,149
467,188
641,966

1,468,989

3,860,292

1,942,282
56,354
(32,549)
(114,121)
5,712,258

(16,246)

23,819,455
370,391
96,259

0

398,340
14,426,383
394,917
1,200
9,861,945

October 30, 2003

Difference
(d)=(e)-(c)

0
0
0
14,462
0
0
0
14,462

4,901
4,901

846
2,963
8,710

5,752

0
0
0
197,325
0
0
0
0
197,325

Cal-Ore

AL 274B

8-Jul-03
(e)

735,256

503,787
0
800,317
2,631,262
265,824
817,043
(43,015)
5,710,474

1,282,149
467,188
641,966

1,473,890

3,865,193

1,942,282
56,354
(31,703)
(111,158)
5,720,968

(10,494)

23,819,455
370,391
96,259
197,325
398,340
14,426,383
394,917
1,200
10,059,270
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29 Rateof Return

October 30, 2003

1.41% (0.16%)

APPENDIX B
THE CAL-ORE TELEPHONE COMPANY

TOTAL COMPANY RESULTS OF OPERATIONS

Operating Revenues:
1 Locd Rev.
Intrastate:

Access Rev.

Toll Rev.
Interstate USF
Interstate Access Rev.
Miscellaneous Rev.
CHCF- A
Less: Uncollectibles

Total

© 00N O O~ WNDN

Operating Expenses:
10 Plant Specific
11 Plt. Non-Spec.(less Depr.)
12 Customer Operations
13 Corporate Operations
14 Subtotal

15 Depr. & Amort.

16 Other Taxes

17 State Income Taxes
18 Federa Income Taxes
19  Total

20 Net Operating Income

Rate Base:

21 2001-TPIS

22 2003 - TPUC

23 1220 - Mat. and Sup.
23a RTB Stock

24 Working Cash

25 Less: Accum. Depr.

26 Less: Deferred Tax

27 Less. Customer Deposits
28 Total Rate Base

29 Rate of Return

AT PRESENT RATES

TEST YEAR 2004
Cal-Ore TD Utility Exceed
Amount
€Y (b) () = (@-(b)
735,256 736,411 (1,155)
503,787 503,787 -
0 - -
800,317 800,317 -
2,631,262 2,244,459 386,803
265,824 265,824 -
817,043 817,043 -
(43,015) (3,019) (39,996)
5,710,474 5,364,823 345,652
1,282,149 977,185 304,964
467,188 351,993 115,195
641,966 431,065 210,901
1,473,890 1,050,719 423,171
3,865,193 2,810,962 1,054,231
1,942,282 1,941,387 895
56,354 56,354 -
(31,703) 31,013 (62,716)
(111,158) 108,740 (219,898)
5,720,968 4,948,456 772,512
(10,494) 416,367 (426,861)
23,819,455 23,892,741 (73,286)
370,391 326,203 44,188
96,259 81,235 15,024
197,325 197,325 -
398,839 291,619 107,220
14,426,383 14,418,469 7,914
394,917 470,687 (75,770)
1,200 1,200 -
10,059,769 9,898,766 161,002
(0.10%) 4.21%

14

Percent
Change
(d) = (c)/(b)

(0.16%)

0.00%

0.00%
17.23%
0.00%
0.00%
1324.81%
6.44%

31.21%
32.73%
48.93%
40.27%
37.50%

0.05%
0.00%
(202.22%)
(202.22%)
15.61%

(102.52%)

(0.31%)
13.55%
18.49%
0.00%
36.77%
0.05%
(16.10%)
0.00%
1.63%

(0.10%)
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INTERSTATE AND INTRASTATE

APPENDIX C
THE CAL-ORE TELEPHONE COMPANY
RESULTS OF OPERATIONS AT PRESENT RATES

October 30, 2003

TEST YEAR 2004
Cal-Ore TD
Subject To Intrastate Subject To Intrastate
Separations Interstate Total Separations Inter state Total
(@=b+c (b) © (d)=e+f © ()
OPERATING REVENUES
1Loca Rev. 735,256 735,256 736,411 736,411
Intrastate: -
2 AccessRev. 503,787 503,787 503,787 503,787
3 Toll Rev. - - - -
4 Interstate USF 800,317 800,317 800,317 800,317
5 Interstate Access Rev. 2,631,262 2,631,262 - 2,244,459 2,244,459 -
6 Miscellaneous Rev. 265,824 62,366 203,458 265,824 62,366 203,458
7CHCF-A 817,043 817,043 817,043 817,043
8Less: Uncollectibles (43,015) (43,015) (3,019) (3,019)
9 Total 5,710,474 2,693,628 3,016,846 5,364,823 2,306,825 3,057,997
OPERATING EXPENSES
10 Plant Specific 1,282,149 489,653 792,496 977,185 373,187 603,998
11 Pit. Non-Spec.(less Depr.) 467,188 180,241 286,947 351,993 135,799 216,194
12 Customer Operations 641,966 278,100 363,866 431,065 186,737 244,328
13 Corporate Operations 1,473,890 602,968 870,922 1,050,719 429,849 620,870
14 Subtotal 3,865,193 1,550,962 2,314,231 2,810,962 1,125,572 1,685,390
15Depr. & Amort. 1,942,282 776,136 1,166,146 1,941,387 775,778 1,165,609
16 Other Taxes 56,354 21,741 34,613 56,354 21,741 34,613
17 State Income Taxes (31,703) 24,473 (56,176) 31,013 27,915 3,098
18 Federal Income Taxes (111,158) 85,805 (196,963) 108,740 97,876 10,864
19 Total 5,720,968 2,459,117 3,261,851 4,948,456 2,048,882 2,899,574
20 Net Operating Income (10,494) 234,511 (245,005) 416,367 257,943 158,424
RATE BASE
212001 - TPIS 23,819,455 9,191,928 14,627,527 23,892,741 9,220,209 14,672,532
222003 - TPUC 370,391 142,934 227,457 326,203 125,882 200,321
231220 - Mat. and Sup. 96,259 27,107 69,152 81,235 22,876 58,359
23a RTB Stock 197,325 76,148 121,177 197,325 76,148 121,177
24 Working Cash 398,839 158,618 240,221 291,619 115,977 175,642
25Less: Accum. Depr. 14,426,383 5,973,965 8,452,418 14,418,469 5,970,688 8,447,781
26 Less: Deferred Tax 394,917 101,652 293,265 470,687 121,155 349,532
27 Less: Customer Deposits 1,200 397 803 1,200 397 803,
28 Total Rate Base 10,059,769 3,520,721 6,539,048 9,898,766 3,468,852 6,429,915
29RATE OF RETURN (0.10%) 6.66% (3.75%) 4.21% 7.44% 2.46%
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TD/HEY

October 30, 2003

Operating Revenues:

1

2
3
4
5
6
7
8
9

Operating Expenses:

10

11 Plt. Non-Spec.(less Depr.)
12 Customer Operations
13 Corporate Operations

14

15 Depr. & Amort.

16

17 State Income Taxes
18 Federal Income Taxes

19

20 Net Operating Income

Loca Rev.

Intrastate:
Access Rev.
Toll Rev.

Interstate USF

Interstate Access Rev.
Miscellaneous Rev.

CHCF - A

Less: Uncollectibles

Total

Plant Specific

Subtotal

Other Taxes

Total

Rate Base:

21
22

23 1220 - Mat. and Sup.

2001 - TPIS
2003 - TPUC

23aRTB Stock

24

25 Less: Accum. Depr.

26 Less. Deferred Tax

27 Less. Customer Deposits
28 Total Rate Base

29 Rate of Return

Working Cash

APPENDIX D

THE CAL-ORE TELEPHONE COMPANY
INTRASTATE RESULTS OF OPERATIONS

AT ADOPTED RATE OF RETURN

TEST YEAR 2004
Cal-Ore TD
Proposed Proposed

@ (b)
737,362 738,517
503,787 503,787
800,317 800,317
203,458 203,458

2,309,001 1,620,332
(43,019) (3,023)

4,510,906 3,863,388
792,496 603,998
286,947 216,194
363,866 244,328
870,922 620,870

2,314,231 1,685,390

1,166,146 1,165,609

34,613 34,613
75,899 74,296
266,112 260,490

3,857,001 3,220,398

653,905 642,991
14,627,527 14,672,532
227,457 200,321
69,152 58,359
121,177 121,177
240,221 175,642

8,452,418 8,447,781
293,265 349,532

803 803

6,539,048 6,429,915
10.00% 10.00%

16

Utility Exceed Staff

Amount

(©

(1,155)

688,669
(39,996)
647,518

188,498

70,753
119,538
250,052
628,841

537
1,603
5,622

636,603

10,914

(45,005)
27,136
10,793
64,579

4,637

(56,267)

109,133

Per cent

(d)
(0.2%)

0.0%

0.0%

0.0%
42.5%
1323.1%
16.8%

31.2%
32.7%
48.9%
40.3%
37.3%

0.0%
0.0%
2.2%
2.2%
19.8%

1.7%

(0.3%)
13.5%
18.5%
0.0%
36.8%
0.1%
(16.1%)
0.0%
1.7%

Adopted
(€

738,517

503,787

800,317
203,458
1,620,332
(3,023)
3,863,388

603,998
216,194
244,328
620,870
1,685,390

1,165,609
34,613
74,296

260,490

3,220,398

642,991

14,672,532
200,321
58,359
121,177
175,642
8,447,781
349,532
803
6,429,915
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APPENDIX E
THE CAL-ORE TELEPHONE COMPANY
ADOPTED NET-TO-GROSS MULTIPLIER
INTRASTATE REVENUE REQUIREMENT AND CHCF-A SUPPORT

TEST YEAR 2004

1 Gross Revenues 1.0000
2 Uncollectibles

3 Net Revenues 1.0000
4  State Income Tax Rate (Tax RatetimesLn 3) 8.84% 0.0884
5 Federa Taxable Income (Ln 3lessLn 4) 0.9116
6 Federal Income Tax Rate (Tax RatetimeLn 5) 34.00% 0.3099
7 NetlIncome(Ln5lessLn 6) 0.6017
8 Netto Gross Multiplier  (Linel/ Line7) 1.6621

INTRASTATE REVENUE REQUIREMENT

9 Adopted State Rate Base $ 6,429,915
10 Net Revenues Adopted at 10.00% (ROR (Ln 9 times 10%)) $ 642,991
11 Net Revenues at present rates $ 158,423
12 Changein net revenues (Ln 10 lessLn 11) $ 484,568
13 Gross Revenue Change Required (Ln 8timesLn 12) $ 805,391
14 Changein Revenues from Proposed Rate Changes (Net of Uncollect.) $ 2,102

CHCF-A SUPPORT

15 Revenue Deficit to be Funded by CHCF-A $ 803,289
16 2004 CHCF-A Support at present rates $ 817,043
17 2004 CHCF-A Support Request (Line 15 add Line 16) $1,620,332
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